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THE STANDING COMMITTEE ON NATIONAL 
DEFENCE AND VETERANS AFFAIRS 


has the honour to present its 
THIRD REPORT 


Pursuant to Standing Order 108(2), your Committee reviewed the issue of the 
contracting and procurement policy. 


Your Committee heard evidence on this matter, the end result of which is contained 
in this report, which it is tabling as its input into the contracting and procurement policy. 
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PROCUREMENT STUDY 


BACKGROUND 


On 11 February 1999, the Standing Committee on National Defence and Veterans 
Affairs (SCONDVA) heard testimony from representatives of the Office of the Auditor 
General of Canada with regard to Chapters 3 and 4 of the Auditor General's 1998 
report — Equipping and Modernizing the Canadian Forces and National Defence — 
Buying Major Capital Equipment, respectively. During the course of that meeting, the 
Auditor General suggested that SCONDVA might wish to examine the numerous 
challenges facing the Department of National Defence as it pursues procurement. (The 
House of Commons Standing Committee on Public Accounts issued a brief report on the 
subject in October 1998 after two meetings with the Auditor General and National 
Defence officials, but had not held in-depth hearings.) On 18 February 1999, SCONDVA 
agreed to study the issue further. On 2 March 1999, the Committee began hearings 
involving officials from the various federal departments involved in defence procurement, 
industry representatives and interested members of the public, including academic 
experts. Meanwhile, in its 1999 report, the Auditor General’s office completed two further 
audits related to defence procurement — one on the use of sole-sourcing and one on the 
practice of Alternative Service Delivery (ASD). SCONDVA concluded its hearings on 
21 March 2000. 


INTRODUCTION 


The Minister of National Defence has described equipment as one of four pillars 
that are “crucial to the success of our military in terms of both capability and morale.”' At 
any given time, the Department of National Defence (DND) manages some 20 major 
crown projects in addition to about 81 other approved capital projects. In fiscal year 
1999/2000, the Department will spend approximately $4.4 billion on capital acquisitions, 
close to half the Government of Canada’s procurement spending.” Given the magnitude 
of defence procurement in Canada, it is of significant importance that this process be well 
managed and result in good value-for-money and produce the most effective force 
posture in the most cost-effective manner. Without compromising the priority of cost- 
effective procurement, the process should, where possible, seek to contribute to 
Canada’s industrial development and the economic well-being of Canadians. This is in 
the interest of both fiscal responsibility for the Canadian taxpayer and the provision of 
appropriate equipment in a timely manner for our armed forces. 


Hon. Arthur C. Eggleton (Minister of National Defence), Evidence, 36.1-106, 28 April 1999, 1545. 


£ Mr. Pierre L. Lagueux (Assistant Deputy Minister, Materiel, Department of National Defence), Evidence, 36.1-91, 
2 March 1999, 1535. 


As the prime example of why the procurement process must be reformed, the 
Committee notes that a replacement for the Sea King helicopter — an operational need 
first identified almost 25 years ago — has yet to be delivered to the Canadian Forces. In 
fact, no contract has been let to fill this capability deficiency. The government should 
address this outstanding priority immediately. 


This study has illustrated that two principle factors are critical to the acquisition and 
maintenance of defence equipment. First, the Department of National Defence must have 
some form of a stable and predictable budget in order to plan effectively equipment 
purchasing with a view to preserve the capability of the Canadian Forces. Second, the 
procurement process itself, including the environment in which it takes place, must be 
managed properly. This report examines these factors according to themes that emerged 
during the course of the hearings and provides recommendations accordingly. 


Although many of the issues raised in the course of this study dealt with the 
defence procurement process as a whole, the Committee focused primarily on major 
capital equipment acquisitions. This in no way detracts from the importance of properly 
managing smaller goods purchases and service contracts. Rather, it assumes that 
modifications to the defence procurement process at the level of larger, more-complex 
acquisitions will have inevitable positive effects on the former. A final caveat: although 
SCONDVA’s study and this report seek to improve defence procurement, much of 
the following analysis and recommendations extend beyond the Department of 
National Defence’s practices to address the government-wide processes as, at 
present, there are no rules in Canada to differentiate defence procurement from 
government procurement. 


PROVIDE A STABLE AND PREDICTABLE DEFENCE BUDGET 


The Department of National Defence has been a key contributor to the 
government's efforts to control spending and cut costs through downsizing, reorganizing 
and re-engineering. Between 1990 and 1998, DND’s overall budget fell by 33%, the 
largest reduction of any NATO nation. As a result, it would seem that the 


normal budgeting process for the defence department over the last number of 
years, in the former government and in this government, has been to provide a fixed 
amount of money for the defence minister and then ask him or her to go out and see 
what he or she can get for that. That leaves the defence department in a real 
difficulty. [... O]ver a very long period, ... what always suffers in this dynamic is 


Capital procurement. Capital procurement in Canada is not part of a strategy, not 
part of a policy, but a residue. It’s what’s left over after you spend on personnel and 
after you spend on operations. 


The budget has been defining the Canadian Forces’ equipment priorities, rather than 
the other way around, resulting in the adoption of a “design-to-cost” strategy. Inevitably, 
insufficient funds remain to maintain existing equipment, let alone upgrade or replace 
what has become obsolete and unreliable. This jeopardizes an armed forces’ capability. 
Thus, matching the availability of funds with capability requirements is a fundamental 
challenge currently facing the Canadian Forces (CF) in the realm of equipment 
acquisitions. 


As a consequence, the Auditor General is concerned that the CF is procuring “low- 
end capability” — that is, purchasing partial capabilities or equipment that does not meet 
the original military operational requirements — or “less equipment” than was originally 
required. A useful analogy raised in the course of this study illustrates well the dilemma 
facing procurement officials: 


Using a hypothetical situation, if you need a new car, you may want to buy a 
Cadillac, but you might have to wait five years until you can afford one. You buy 
something that's a little cheaper but still gets you to where you want to go. 
[... However, if one] needs a two-and-a-half-tonne truck [and] end[s] up with a 
Volkswagen Beetle [, you] can’t put the load in it and then you have a real problem. 
So the general approach is a viable one as long as it’s not taken too far.* 


The Auditor General concedes that determining how far to take this approach can be a 
somewhat subjective exercise. Nonetheless, his officials stress that DND needs to 
study the various options, determine the cost difference between procuring equipment 
that meets all operational requirements at the outset and procuring lower-priced 
equipment requiring later modifications to meet those same requirements, and decide 
accordingly.” 


The Committee agrees that this is a prudent manner in which to proceed and thus 
recommends: 


1. That the Department of National Defence incorporate into its 
procurement approach the concept of performance-based 
specifications, including direction to defence contractors to provide 


Dr. Douglas Bland (Chair, Defence Management Studies Program, School of Policy Studies, Queen’s University), 
Evidence, 36.1-102, 20 April 1999, 1625. The Committee notes that, in the past, the personnel function 
(particularly levels of pay) suffered a similar fate due to underfunding. However, those concerns are being 
addressed as the Department implements almost all of the recommendations contained in SCONDVA’s October 
1998 “Quality of Life” report, as well as through recent increases to the defence budget. 


: Mr. Bob Wood (Member of Parliament, Nipissing),and Mr. Peter Kasurak (Principal, Audit Operations Branch, 
Office of the Auditor General of Canada), Evidence, 36.1-89, 11 February 1999, 0935 and 0940. 


Kasurak, lbid., 1010. 


precise cost information related to pre-determined levels of operational 
performance achievable. 


The Committee notes with dismay the main finding of Chapter 3 of the Auditor 
General’s 1998 report: that “DND’s capital budget could not support the multi-purpose 
combat force being planned by the department.” Ultimately, the Auditor General predicts 
a $30 billion deficit in funding for equipment by 2012 and has reported to the Committee 
that DND’s own estimate of the shortfall was in the range of $20 billion.’ In the last fiscal 
year, the capital projects portion of the defence budget was down to about 18%. While 
the Department’s Strategy 2020 indicates a goal of increasing this to 23%, some 
witnesses have suggested that “30% ... is the magic figure estimated by a number of 
western militaries as the figure that procurement ought to be at as a part of your defence 
budget." Regardless, the Auditor General states that “the need to address the disparity 
between the defence capital budget and the department’s acquisition plans is an urgent 
and pressing necessity.” 


His report details three options to address this challenge: (1) maintain the status 
quo, (2) secure additional funding or (3) restructure the forces. For obvious reasons, the 
Committee does not consider the first “option” to be viable. The most recent federal 
budget responds positively to the second option and will alleviate the situation in some 
way: the Department of National Defence will receive about $1.7 billion more over the 
next three years and has identified equipment as a priority area. However, this alone may 
still be inadequate. Funding is not always stable, particularly in a democratic environment 
where departments must convince each government that a program should continue. If 
funding constraints continue to be an issue, the Department will need to consider 
restructuring the Canadian Forces. The Committee is aware that defence officials have 
already begun to consider various possibilities to this end. While SCONDVA members 
hope this is not ultimately necessary, they believe that the exercise is useful nonetheless, 
as it encourages the CF to evaluate its priorities carefully. 


With these facts in mind, the Committee recommends: 


2. That the Department of National Defence clearly identify its estimated 
deficit in the area of equipment procurement and communicate this, 
with supporting rationale, to SCONDVA and the Department of Finance 
for consideration in the planning of future budgets; and 


3. That the Department of National Defence provide to SCONDVA and the 
Department of Finance a clear strategy, including a proposed timeline, 


Mr. L. Denis Desautels (Auditor General of Canada, Office of the Auditor General of Canada), Ibid., 0901. 
Desautels and Kasurak, Ibid., 0901 and 1035. 


Colonel (Ret.) Lee Myrhaugen (Coordinator, Friends of Maritime Aviation), Evidence, 36.1-105, 27 April 1999, 
1705. 


Desautels, Evidence, 36.1-89, 11 February 1999, 0910. 


for increasing the capital projects portion of its budget to a minimum 
of 23% within a defence budget that is adequate to accommodate such 
an increase. In other words, this exercise should neither affect 
personnel levels negatively nor occur at the expense of any other area 
under the defence budget. 


A. Give Credit for Assets 


It has come to the attention of the Committee that, in the event that DND divests 
itself of property, the profits are currently not designated back to the Department. Rather, 
they go into the Consolidated Revenue Fund. While there were changes to the regime 
regarding the receipt of revenue from the disposal of surplus material assets in the early 
1990s (which now allow departments to spend 100% of the amount deposited), there is a 
separate regime for “real property assets.”"° This is currently under review. 


It is the opinion of this Committee that the Department should be allowed to keep 
or at least share profits generated by divestiture of its assets, material or other. As in its 
“Quality of Life” report, SCONDVA again recommends: 


4. That the Department of National Defence be allowed to use the funds 
generated by the sale or long-term leasing of departmental lands and 
facilities and that the Department continue to pursue its interest to 
profit from the divestiture of its assets, including property, with the 
Treasury Board Secretariat. 


MANAGE THE PROCESS WELL 


Government of Canada guidelines require that procurement be conducted “in a 
manner that will ensure the pre-eminence of operational requirements, stand the test of 
public scrutiny in matters of prudence and probity, facilitate access, encourage 
competition, and reflect fairness in the spending of public funds.” The process consists 
of three separate and distinct actions: (1) a make or buy analysis, (2) a call for bids, and 
(3) the actual buy or contract entry. 


For capital project approval, a minister can approve up to $30 million and Treasury 
Board, over $30 million. All major crown projects (typically over $100 million) are subject 
to approval by the Cabinet as well as by the Treasury Board. There is presently no role 
for parliamentary committees in the procurement process, with the exception of reviewing 
the Department's Estimates and Report on Plans and Priorities. (In the case of services, 


© Sey Se ee eee 
ue Mr. Alan Winberg (Assistant Secretary, Risk, Procurement and Asset Management Policy Sector, Treasury Board 
of Canada — Secretariat), Evidence, 36.1-100, 13 April 1999, 1705. 


11 ibid. 1546. 


all ministers have the authority to contract services up to $2 million if electronic bidding is 
used, up to $400,000 if traditional competitive tendering is used, and up to $100,000 on a 
non-competitive basis. Beyond $2 million, the Treasury Board must approve a service 
contract.) 


Defence procurement in Canada currently falls under these government-wide 
procurement policies and procedures. Several departments are involved and sustained 
ministerial action is required on many fronts to ensure the successful completion of a 
given procurement initiative. Consequently, initiatives to improve defence procurement 
will be dependent in some cases on the progress of higher-level government-wide 
reform"? and key decision-makers must be involved along the way to ensure “buy-in” and 
transparency. The cost of equipment can be greatly affected by the expediency and 
decisiveness of these procurement decisions and acquisition processes. 


It is the opinion of this Committee that the procurement process could be 
expedited by simplifying the project approval process described above. Therefore, 
SCONDVA recommends: 


5. That the Treasury Board Secretariat examine options to increase 
approval authority levels (to allow greater departmental control over 
budgets and create a streamlined approval process) and that the 
government make the necessary modifications to the Financial 
Administration Act and Treasury Board guidelines to accomplish this. 


At the same time, the Committee believes that the defence procurement process 
must be more transparent. The Department of National Defence and the government are 
accountable to the Canadian public, via Parliament and its committees, for the 
responsible administration and disbursement of taxpayers’ money. Consequently, 
SCONDVA recommends: 


6. That all major crown projects (valued at more than $100 million) 


proposed by the Department of National Defence be brought before 
SCONDVA for public scrutiny. 


A. Ensure Coordination Between Federal Government Departments 


SCONDVA has heard that the complexity imposed on the process by the 
involvement of so many government departments contributes to lengthy and 
cumbersome defence procurements. 


12 
Desautels, Evidence, 36.1-89, 11 February 1999, 0905. 


Under the Financial Administration Act, Treasury Board’ is authorized to make 
Procurement policy, which governs departmental procurement in turn. Public Works and 
Government Services Canada (PWGSC) has the mandate to ensure the integrity of the 
purchasing process by applying policies and procedures which are fair, transparent and 
competitive. It has been the supply organization for the Department of National Defence 
for almost 60 years and acts as a separate centre of authority on contracting. The 
Department of National Defence, as the sponsoring department, is responsible for 
defining operational requirements and the day-to-day management of its procurements. 
Added to these is Industry Canada, which administers the government's industrial and 
regional benefits (IRBs) policy in concert with the regional agencies — the Atlantic 
Canada Opportunities Agency, Western Economic Diversification, and Canada Economic 
Development for Quebec Regions. The Department of Foreign Affairs and International 
Trade (DFAIT)'® oversees the trade agreements that frame procurement within a 
liberalized international trade regime. Interestingly, all defence weapon systems and 
support for the same are exempt from the North American Free Trade Agreement 
(NAFTA) and the World Trade Organization (WTO). (Generally, 25% or less of DND's 
procurement is covered by those agreements in any given year.) Still other departments 
can be involved in a single procurement, depending on the government's strategy. For 
example, if aboriginal business were a priority, the Department of Indian Affairs and 
Northern Development (DIAND) would also have a say in how to proceed. An 
interdepartmental procurement strategy committee set up within government ensures that 
each interested department with its own agenda to pursue is represented, each 
answering to “a different master.” 


In the “evaluation” part of the procurement process, once various companies have 
submitted their bids, the technical, price, and IRB parts of the bid packages are separated 
to ensure that one does not unduly influence another. The Department of National 
Defence completes the technical evaluation; PWGSC, the price; and Industry Canada, 
the IRB package. Once all three parts are evaluated, they are combined to determine 
which contractor has the best technical and price proposal, accompanied by an 
“acceptable” industrial and regional benefits package (detailed below). In most instances, 
any contractor who is displeased and believes that the process was unjust has the option 
of challenging the results before the Canadian International Trade Tribunal (CITT). 


The Auditor General of Canada has told the Committee that the Department of 
National Defence is responsible for pushing many reforms to the procurement process. 
SCONDVA is pleased to hear this and, wishing to see these initiatives continue, 


recommends: 


= Evidence, 36.1-100, 13 April 1999. 
sng Evidence, 36.1-92, 4 March 1999. 
be Evidence, 36.1-94, 11 March 1999. 


ae Evidence, 36.1-93, 9 March 1999. 


7. That all federal government departments and agencies involved in 
defence procurement — Treasury Board, Public Works and 
Government Services Canada (PWGSC), Industry Canada, Department 
of Foreign Affairs and International Trade (DFAIT) and others — 


(1) facilitate the reforms necessary to increase the efficiency and 
effectiveness of defence procurement by addressing policies and 
procedures needing reform within their own areas of 
responsibility, which inhibit the regular government procurement 
process; and 


(2) continue to improve coordination between departments to 
eliminate redundancy in the procurement process. 


Many witnesses identified the separation of procurement responsibilities and 
authorities between elements of the federal government as a major challenge facing 
defence procurement in Canada. Historically, as is called for under the principles of the 
Financial Administration Act, the separation of authority for contracting in Canada has 
been considered “crucial to help ensure not only that the process is fair, but that it is seen 
to be fair.”’’ However, the result of involving so many “fingers in the pie” is that there is no 
single, clear line of authority. Furthermore, the fact that a separate department controls 
the contracting function means, in the opinion of several witnesses, that streamlining the 
process will be difficult at best: 


... those people who are charged with national defence planning and management 
are not in control of the factors for planning. They don’t know the budget. They don't 
know what's happening. They don’t know what the strategy is. They don’t know what 
they're going to do next day. [...] Most of the managers in headquarters spend most 
of their time responding to unforeseen circumstances. ** 


SCONDVA has been told that the current structure perpetuates overlap in terms of 
resources and duplication of tasks. These can add time and, consequently, increase 
the cost of procurement. 


Although there would be trade-offs involved, the process could be streamlined by 
eliminating duplication. Such a move could also yield significant human and financial 
resource savings. Thus, the Committee recommends: 


8. That the Government of Canada, in consultation with SCONDVA, 
examine the defence procurement practices of NATO and Allied 
nations with a view to examine the feasibility and desirability of 
developing and implementing specific rules tailored to the needs of 
defence procurement, including consideration of the increased 


Mr. Alan Williams (Assistant Deputy Minister, Supply Operations Branch, Public Works and Government Services 
Canada), Evidence, 36.1-92, 4 March 1999, 0955. 


Bland, Evidence, 36.1-102, 20 April 1999, 1630. 


efficiencies that might result from the integration of Public Works and 
Government Services Canada (PWGSC) contracting functions directly 
into the Department of National Defence. 


____A related claim heard by the Committee is that the involvement of so many 
Priorities from diverse departments inflates the end cost, distorting the “real” cost of 
defence procurement. 


The (then) Assistant Deputy Minister, Materiel, from DND ranked government 
objective priorities in the following order: 


i. to meet the operational requirements through a competitive, fair, and 
accessible approach — that is, the best value for money; 


li. to promote long-term industrial and regional benefits; 


iii. to achieve other national objectives: small business, environmental 
concerns, aboriginal business, official languages, international treaties; and 


iv. to assist Canadian firms in becoming competitive in domestic and world 
marketplaces. ° 


Thus, while the primary objective of any procurement action undertaken by the federal 
government is to provide the purchasing department with quality goods and services at 
the lowest possible cost to effectively carry out its operations, defence procurement is 
frequently used as an instrument to promote non-defence national objectives. Several 
witnesses have told the Committee that this has real costs for DND, both in terms of 
finances and time. 


SCONDVA does not doubt the importance of non-defence national objectives, but 
is concerned that these could impose a burden on the defence budget’s buying power. 
Consequently, the Committee encourages the government to recognize this fact, that the 
cost of defence is often inflated to accommodate other objectives; if the defence budget 
were used solely to fund the “real” costs of defence, the Department of National Defence 


would have greater buying power. 


B. Identify Operational Needs First 


During the course of this study, witnesses emphasized to SCONDVA that 
responsibility for defining the equipment needs of the Canadian Forces rests solely with 
the Department of National Defence. At present, this is done in consultation with all three 
branches of the armed forces — army, navy and air force. 


Effectively, the first phase of capital procurement is one of identification. 
Operational staff must identify a capability deficiency resulting from “equipment aging, 


————— —— 


à Lagueux, Evidence, 36.1-91, 2 March 1999, 1545. 


changes in operation, technological advances, strategic analysis of future requirements, 
and changes in government policy."?° Time and again, the Committee heard that force 
structures are based on strategies developed to address conflict scenarios in which 
means are matched with ends. Before you can establish what you need to operate 
effectively and appropriately, you must define the potential environment of operations and 
assess and identify potential threats. An official from the Office of the Auditor General 
observed that 


the Department has never really defined in terms that you can objectively use to 
assess its operations what it really thinks its missions and roles are, what its outputs 
really should be. It stated those in such general terms that it really makes it 
impossible to evaluate the results. So one of our perennial recommendations is that 
the Department finish up its combat scenarios and publish them so we could all then 
have a yardstick against which we could evaluate procurement and other things, like 
operational readiness.*! 


These combat scenarios, prepared independent of the three services to ensure 
objectivity, would serve as the foundation for planning Canada’s armed forces, 
identifying deficiencies and setting priorities. Once established, these scenarios would 
be reviewed within the Department on an annual basis to ensure that they remain valid. 
This should not be as intensive an undertaking as a full-fledged white paper review, but 
rather a critical and central ongoing responsibility of the planning elements within the 
Department. 


The Committee agrees that combat scenarios are a fundamental tool for defence 
planning. It further endorses the view that such scenarios are of particular use in 
identifying equipment deficiencies, the first step in effective procurement. Accordingly, 
SCONDVA recommends: 


9. That the Department of National Defence finish and make public its 
combat scenarios, which will provide an objective means of evaluating 
both the procurement objectives for and the operational readiness of 
the Canadian Forces, as soon as possible; and 


10. That the Department of National Defence review its combat scenarios 
on an annual basis to ensure they remain relevant to current 
geostrategic realities. 


On a related note, one witness raised the issue of DND/CF’s capacity to complete 
the operational research necessary to establish the above combat scenarios. Currently, 
only two offices — the Directorate of Defence Analysis (DDA) and the Director General of 
Operational Research (DGOR) — are dedicated to develop the force planning scenarios 
and threat assessments that are so crucial to all three armed services branches. 
Unfortunately, both these offices have limited staff following reductions since 1990 and, in 


aa Ibid MI555; 


21 Kasurak, Evidence, 36.1-89, 11 February 1999, 0925. 


the witness’ opinion, cannot actively keep up with the duties delegated to them. 
Consequently, he recommended that, as a means of providing direction to the 
procurement process, funding be increased to these operational research areas to ensure 
adequate capacity to “create a viable and autonomously crafted strategic vision in the 
form of threat assessment, force planning scenarios, and joint warfare doctrine.” Staff 
from these offices could also serve as critical members of integrated project teams. 
SCONDVA recommends: 


11. That the Department of National Defence assess whether the 
Directorate of Defence Analysis (DDA) and the Director General of 
Operational Research (DGOR) personnel levels are adequate to 
complete the important operational research that serves the entire 
Canadian Forces, including the completion and ongoing review of 
combat scenarios. 


i. Create Policies that Match Expectations with Capability (and Vice Versa) 


One point emphasized throughout the hearings was that, while defence policy is 
important, the reality is that, without equipment, one cannot even begin to implement that 
policy. However, on repeated occasions, SCONDVA members heard witnesses speak of 
the policy environment in which our procurement processes take place: without clear 
policy direction, one cannot determine equipment needs. 


Priorities are defined based on what sort of force a government wants within the 
current geostrategic context. As one witness aptly described the situation: “Governments 
can pick where they want to be able to operate on [the security] spectrum and can make 
appropriate decisions for equipment, spending, force size, training, and so on to meet that 
policy.” Clearly, it would be inappropriate for the Canadian government to pretend that 
its armed forces can “do everything everywhere under all conditions.”“* On the equipment 
procurement front, the Department (and the government that guides it) must choose 
carefully and recognize that “as soon as [it] start[s] eliminating key parts of [Canada’s] 
defence capability, then [it] start[s] eliminating [its] ability to play in [the security] 
environment.” 


Several witnesses suggested that the 1994 Defence White Paper no longer 
provides adequate clear direction in this area and, consequently, that Canada lacks an 
adequate policy to guide procurement. In this context, it would be useful to undertake a 


ismA VIS FL, DOUEUON 
2 Mr. Anthony Forster (individual presentation), Evidence, 36.1-101, 15 April 1999, 0935. 


23 band, Evidence, 36.1-102, 20 April 1999, 1650. 
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top-down review of policy-level decision-making regarding the purpose of the Canadian 
Forces. SCONDVA thus recommends: 


12. That the government consider initiating a review of Canadian defence 
and security policy with a view to update the 1994 Defence White 
Paper. This review should incorporate the new combat scenarios 
developed by the Department of National Defence and clearly detail the 
government’s expectations of and intentions for its armed forces. 


Another suggestion proposed to the Committee was that the government create a 
permanent national security advisory agency, coordinated at the highest level (the Prime 
Minister), to oversee all security and defence issues. A witness lamented the fact that 
there is presently no defence specialist in the Prime Minister's Office. The Committee 
further notes that the Prime Minister and the Chief of Defence Staff do not meet on a 
regular basis. SCONDVA members believe that it would be appropriate to consider this 
suggestion during the course of the policy review recommended above. In addition, the 
Committee intends, in the future, to hold hearings on the possibility of creating such a 
permanent advisory body and will offer its recommendation at that time. 


ii. Cooperate and Coordinate with Allies 


Alliances can be a useful source of efficiency and cost reduction in equipment 
procurement on two fronts. 


First, Canada (as is the case with most countries) can rely to a certain point on its 
allies to cover-off areas in which it is weak. This can be a useful strategy for bridging 
capability gaps in the short term. However, beyond that certain point, the Canadian armed 
forces would become a liability to our allies. The desirability of “having Canada along” 
could become an issue and interoperability would be jeopardized. The Committee 
believes that the Department of National Defence is keenly aware of this reality and 
should continue to be appropriately vigilant. 


Second, procuring equipment jointly with allies offers many advantages, 
particularly when the equipment is developmental in nature, such as the Joint Strike 
Fighter. For a small price, Canada can gain access to technology that would otherwise be 
beyond its reach. Again, the SCONDVA is confident that DND is aware of this and will 
continue to pursue initiatives of interest to Canada. 


SCONDVA is currently holding hearings on the Revolution in Military Affairs 
(RMA), in which the issue of interoperability figures prominently. The Committee intends 
to make specific recommendations on this and related issues in its forthcoming report on 
RMA. 
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iii. Plan for the Long Term 


Once the Department has clearly identified its operational needs, it must establish 
a preliminary list of potential solutions, including an estimate of the costs. A project can 
then be entered into the long-term capital plan, which “signifies agreement at a 
departmental level to address this deficiency, and ... to proceed with the next phases of 
this project.” The Committee has learned that predictability in the timeline of this 
long-term capital plan, especially for major crown purchases, is critical to the procurement 
process. According to the Canadian Defence Industries Association, “the impact of delays 
in decision-making can be severe for industry. Money and people skills are often wasted 
when government does not act in a timely manner during the procurement process.””” In 
many instances, this waste is passed on to the Canadian Forces, as it diminishes 
industry's ability to respond quickly to the Department’s needs. SCONDVA recommends: 


13. That the Department of National Defence determine and make public 
the Canadian Forces’ long-term equipment requirements for goods 
and services along a clear timeline, and provide SCONDVA with 
updates of this requirements’ plan on a reguiar basis. 


Another industry association has raised a related issue with the Committee as 
follows: 


The provision of a combat capable military force is a continuous process. The 
irregular nature of major crown procurement has a negative effect on the industrial 
base. These boom and bust cycles inevitably lead to a loss of manpower, technical 
expertise and wasted government investment when projects complete. This 
negative result can be partially offset by the involvement of industry in the lifetime 
maintenance, technical upgrades and management of the platforms. à 


Indeed, SCONDVA received comments from several witnesses on this issue and 
consensus seems to be that the Department would be well served to consider how it 
can make procurement of equipment a less “bulimic,” more sustainable and regular 
“rolling” process. Such a process has the potential to eliminate procuring equipment not 
currently required (resulting in less “mothballing”). It could also allow more continuous 
upgrading as new equipment is phased in. 


An example raised by a witness from the Marine Workers’ Federation is that 
Canada is “looking at possibly mothballing a half a dozen or so of the coastal defence 
vessels that [were just] built. [... He suggests that] we should have built them at a time 
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[when ... ] we could ... put personnel on them” and actually have them operational.*? 
Another independent witness described the benefits of spreading out major equipment 
deliveries as follows: 


Over a period of time, you will have new vessels coming on line at a very reasonable 
rate, and they can be upgraded as you're producing them. [...] so that you're not 
starting production, stopping, and going through all the bureaucratic rigmarole to 
decide the program again and start it up again, you could even out the flow 
somehow.°° 


However, he cautions that this sort of procurement is contingent on ongoing support 
from the government. In a democratic system, this can be problematic, as “the 
government of the day is in effect committing the government of future years to keep 
that program running,” something for which there is no guarantee. (à 


Other witnesses observed that, while this might work for some platforms, such as 
ships, it may not be an appropriate approach for others. In addition, there is the Auditor 
General's concern that the Canadian Forces are procuring only partial capabilities. 
Nonetheless, the idea of adopting a “rolling” procurement strategy in some instances may 
have merit. Defence officials would have to evaluate the desirability of the approach on a 
case-by-case basis to avoid the danger of procuring a platform without necessary kit or 
inadequate numbers of a particular piece of equipment. Thus, SCONDVA recommends: 


14. That the Department of National Defence determine the value of 
adopting a “rolling” approach to major capital projects and develop its 
strategy accordingly. 


SCONDVA notes that the Department is already experimenting with the concept of 
“total package procurement,” whereby an initial acquisition and its future “total life-cycle 
support’ are bundled together. The approach speaks to the importance of knowing the full 
cost of operating a system over its life. One industry representative observed that “the 
support side of the procurement continuum ... is the area most neglected in any end-item 
procurement, and ... holds ... the biggest potential return if reformed.”* 


Department officials have also told SCONDVA about efforts to examine the 
desirability of a “technology demonstration program” that would allow for continuous 
upgrades through a system’s lifecycle.°° The Committee has heard that the secret to 
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de. procurement is “to buy a platform with a long-life expectancy and continue to 
upgrade it.” 


SCONDVA welcomes both these initiatives and encourages the Department to 
continue its efforts in these areas. 


C. Complete Adequate Analyses Prior to Making a Decision 


The second phase of defence procurement, as described by the (then) Assistant 
Deputy Minister, Materiel, is development. Within the Department of National Defence, a 
senior review board (which will approve a project charter identifying the what, how, who, 
when and why of that procurement) is formed. The Department names a project manager 
and establishes a project office. It is at this point that the Department is to complete 
option analysis, feasibility studies, and risk assessments, and refine the cost estimates 
against various options. 


This is also the point at which the Auditor General’s report levels its main criticism 
against DND’s management of the procurement process. The 1998 audit established that 
the Department had made inadequate use of analyses in a variety of areas — options, 
testing and evaluation, risk management — to support its decisions. The Auditor General 
further argues that, in certain cases where analyses were completed, they were not done 
prior to procurement decisions; things were done out of order. 


When the Auditor General's staff reviewed the most current draft of DND’s 
acquisition reform guide, they found that “little priority” had been given to options analysis 
and front-end tactical requirements, although the Department “has addressed at least the 
options analysis guidance through its computer network desk book. "# Audit officials also 
noted that the Department made no specific commitment in response to the Standing 
Committee on Public Accounts’ report with regard to testing equipment before a final 


selection is made. 


However, none of this critique is to negate the fact that, since the 1998 audits and 
with Parliament's sustained interest in defence procurement, DND has begun to 
undertake many reforms. The Treasury Board has also been active in pursuing reforms. 
In cooperation with several government departments, the Board is currently establishing a 
basic framework for improved risk-management government-wide.° 
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The Committee supports that objective decision-making is based on such studies 
and analyses, against clear requirements. At the same time, SCONDVA members 
understand that these analyses add time to the process and can lead to what one 
defence official referred to as “paralysis by analysis.’ The defence department must 
strive to find a balance between ways to expedite the process and the need for proper 
analyses to guide decision-making. The Committee asks: 


15. That the Department detail its plans to strengthen analysis prior to 
decision-making, particularly in the area of testing and evaluation, and 
provide the Committee with a clear timetable for implementing these 
plans. 


i. Commercial-Off-The-Shelf (COTS) 


Since there are little to no developmental costs involved in purchasing off-the-shelf 
and additional costs beyond the established price are limited to specific modifications, 
COTS procurement often means a lower price tag. The Committee acknowledges that 
purchasing off-the-shelf can provide great value to the Canadian taxpayer. However, to 
ensure that such equipment is appropriate to the needs of the Canadian Forces, it should 
be tested in the operational environment in which it will be used prior to purchase. To 
facilitate this, the Committee recommends: 


16. That Treasury Board establish a clear policy on the testing and 
evaluation of commercial-off-the-shelf products, with a view to gain 
every benefit possible from this interesting alternative to 
developmental procurement. 


ii. Alternative Service Delivery 


Alternative Service Delivery is based on the assumption that industry can 
administer some portions of national defence activity more efficiently and at a lower cost 
than the military and public servants. To this end, the Department of National Defence is 
currently working on contracting out its supply chain (the request for proposals is to be 
finalized in May 2000) and seeking industry support for operational missions (to be 
implemented by fall 2000).°8 However, during the course of hearings, concerns about 
such initiatives were raised on several fronts. 


First, the Auditor General has noted that “the audited savings ... all were 
considerably less than what defence ministries both expected and claimed.”*° Although 
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the use of alternative service delivery has resulted in savings, these are harder to secure 
than originally expected. Nonetheless, the auditors noted that this is a common 


enmesiencs among defence forces around the world and is not limited to the Canadian 
S. 


À second concern involves the need for more complete and clear definitions of 
expectations at the outset, including the need to establish whether ASD is indeed the best 
way to proceed. One industry representative emphasized that the Department must 
establish clearly that it cannot itself complete a task efficiently before it goes to industry. In 
the event that the government determines it can do so, it should waste neither its nor 
industry s time and resources by pursuing an unnecessary process that will never come 
to fruition (as has happened in the past).*° In sum, government must make these cost 
determinations well in advance and act accordingly. To facilitate this, SCONDVA 
recommends: 


17. That the Department of National Defence use the Treasury Board 
Secretariat’s “make-or-buy” analysis guide as a means to evaluate and 
justify its decisions to use commercial-off-the-shelf products or resort 
to Alternative Service Delivery rather than pursue developmental 
projects or utilize in-house services. 


Third, the use of alternative service delivery may run the risk of undermining 
military functions if the armed forces become dependent on outside suppliers for certain 
logistics. DND has approached this issue by identifying some services as “core services” 
and arguing these are of such a nature that they can only be conducted by the military. 
Identifying what is a core service is a somewhat subjective decision and must be done 
with care. In truth, many of these limits will only become clear through testing in real 
operations. 


Finally, the Auditor General has commented on the need for staff trained in proper 
business analysis" and the Committee is pleased to note that the Department has now 
prepared standard business cases to begin to address this concern. (Professional 
development of staff is discussed further below.) 
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D. Preserve Competition 


It has been said that “competition makes contractors sharpen their pencil.“ 
Indeed, without reservation, witnesses before SCONDVA endorsed competition as the 
primary method for procurement, as does the Committee. 


Nonetheless, government has recognized that in some instances sole-sourcing is 
a necessary procurement tool, for expediency and other reasons, although a tool that 
should be used selectively and not violate the spirit of competition. To this end, the 
Government of Canada created the Advance Contract Award Notices (ACANs), a system 
which the Auditor General believes is being used increasingly to circumvent competitive 
tendering, a sort of “fifth exception” to the government's procurement regulations. 


Furthermore, a representative from the Auditor General’s Office observed that 
none of the departments it examined, including National Defence, has a senior contract 
review committee “to review all contracts with respect to ... the justification for sole- 
sourcing” as suggested by Treasury Board’s policies. *° The audit official also informed the 
Committee that Treasury Board had “flatly rejected [an audit] recommendation that sole- 
source decisions ... should be reviewed and approved by an independent senior 
manager.” In its testimony before the Committee, Treasury Board officials claimed that 


the Secretariat has taken action to improve implementation of its ACANs policy.*° 


In response to these issues and in an attempt to underline its support for the value 
of competition, SCONDVA recommends: 


18. That Treasury Board (1) clarify what actions it has taken to improve 
implementation of its Advance Contract Award Notices (ACANs) policy 
and (2) reconsider its rejection of the Auditor General’s 
recommendation to require independent senior review of sole-source 
decisions within departments; and 


19. That the Department of National Defence consider creating a process 
that requires senior officials to take or concur in the decision to sole- 
source and to be accountable for it, for example, through the Auditor 
General. 
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E. Train Skilled Personnel to Administer the Process Properly 


A lawyer who appeared before the Committee emphasized that, in many instances 
where procurement rules are broken, the source of the problem is “a deficiency [in] 
understanding about what policy and regulations require ... within the departments 
themselves. At the line level, persons don’t seem to be aware of the obligations they're 
under.” "” Other witnesses also noted this apparent lack of knowledge among and training 
for many officials responsible for procurement. All suggested that provisions to address 
these deficiencies would greatly improve the process, as those in procurement 
administration would be better equipped to act with certainty and according to regulations. 
This could achieve a dual goal of reducing the length of the process as well as the 
number of grievances. In February 1999, Treasury Board ministers approved the creation 
of programs to train and certify departmental procurement professionals, including those 
at National Defence.*” 


The Committee is encouraged that Treasury Board is addressing this important 
deficiency in the procurement process and recommends: 


20. That Treasury Board report back to the Committee an implementation 
timetable and plans for monitoring the results (for example, baseline 
data, performance indicators, evaluation schedules, etc.) of its 
program to standardize professional development across the 
Government of Canada through training and certification for 
acquisitions and procurement staff; and 


21. That the Department of National Defence ensure that all of its materiel 
and supply managers are well-informed about the purchasing 
procedures currently in place and, where necessary, certified in project 
management as soon as possible. 


F. Acknowledge the Role of Industry 


The Committee understands well the need for a defence industry infrastructure as 
a critical element of sovereignty and an essential pillar of national security. However, if the 
Committee heard one thing resoundingly clear, it was that the Canadian defence 
industrial base cannot be sustained by the amount of business generated within Canada. 
Our defence industries rely on exports for their continued existence and have indicated 
that the use of Canadian products and technologies by its domestic customer (DND) is a 
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critical component for export success.“? Given these realities, the question remains: How 
can Canada best preserve and promote its defence industrial base? 


Departments, including National Defence, have indicated that they are moving to 
bring industry into the procurement process much earlier. For example, industry is now 
invited to provide feedback on draft statements of requirements and requests for 
proposals before they are finalized. This is being done to ensure that the government's 
procurement expectations are realistic and the results sought, attainable. It also 
perpetuates the fairness and openness of the process. 


Industry representatives have advocated going even further to establish a 
formalized mechanism for consultation between itself and the government. The Canadian 
Defence Industries Association has indicated its desire that the Department create a 
“defence industry advisory board” to provide industry input into planning at the level of the 
Defence Management Committee. Similar relationships have been pursued in other 
countries, most notably under Smart Procurement in the United Kingdom and in Germany 
where the government recently required companies to enter into a formal agreement to 
collaborate on acquisitions initiatives. 


However, some Canadian government officials have expressed reservations to this 
approach, asserting that, while it is desirable to cooperate to the greatest extent possible, 
a formalized partnership with industry could render fair competition difficult and 
undermine the objective management of contractual relationships. Nonetheless, the 
current ADM, Materiel at National Defence has expressed his intention to begin more 
frequent general consultations with industry “later this year.” 


SCONDVA believes the move to involve industry more closely in the early stages 
of procurement planning will have positive effects and encourages the Department to 
pursue these consultations. The Committee also recommends: 


22. That the Department of National Defence evaluate Canadian Defence 
Industries Association (CDIA) request to establish a “defence industry 
advisory board” at the level of the Defence Management Committee 
and expand this concept to include stakeholders representing other 
industrial sectors in the process. 


i. Acknowledge the “Cost” (and Value) of Industrial and Regional Benefits 


A great deal of debate during these hearings sought to evaluate the merits (or lack 
thereof) of Canada’s Industrial and Regional Benefits (IRBs) policy, which was approved 
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by the Cabinet in 1986 and impacts some 25% 


mostly in the area of defence. of Canadian government procurement 


IRBs on defence procurement are allowed under NAFTA and the WTO, since 


defence issues are traditionally excluded from these, and indeed most, international trade 
agreements. 


At the same time, the Agreement on Internal Trade (AIT) — signed by the federal 
government, the provinces, and the territories — prohibits the government from requiring 
a prime contractor to meet regional quotas in their industrial benefits plan. 


| Industry Canada officials observed that, because IRBs are applied in accordance 
with ‘best business sense” — that is, in a way that encourages sound business decisions 
by both prime contractors and potential subcontractors — there is no proof of a premium 
attached to fulfilling the requirements of the policy. For example, IRBs cannot typically be 
applied to COTS acquisitions: to force a contractor to change its existing supply network 
would effectively defeat the advantages of such procurements. 


Witnesses from Industry Canada also emphasized the benefits of IRBs: their 
department estimates that, from 1986 to 2006, the IRB policy will create 35,000 jobs, 
based on a factor of $85,000 per job.” 


Furthermore, they noted that industrial and regional benefits are secondary to 
meeting the operational needs of the procuring department at the lowest cost possible. 
According to government officials, IRBs are never the deciding factor in a contractor 
winning a particular bid as they are evaluated only on a compliance level according to 
established thresholds — that is, they are not given a ranking or value, but rather pass or 
fail. 


However, most industry representatives, including the CDIA, say that the IRB 
policy adds cost to procurement in terms of, for example, their personnel’s administration 
time, and that the process would be simpler without IRBs. One industry representative 
complained that IRB objectives are “ill-defined to secret”! Yet another noted that the 
present policy fails to address the issue of developing a national defence capability, since 
its primary focus is “on bringing capability from outside of Canada as opposed to retaining 
and exporting current capability.””* He claims that his company has been almost 
penalized because it is located in Canada. A lone voice from industry countered that, if 
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done correctly, industrial regional benefits are “a very good thing to do” and “in fact [...do] 
not add cost.” 


In 1992, the Auditor General attempted to quantify the impact of IRBs on the cost 
of procurement. His office concluded that this was a subjective process at best and was 
unable to provide a definitive answer to the question. Costs ranged from the cost of 
simply administering industrial benefits in off-the-shelf purchases to up to 20% of the total 
project costs. 


In an attempt to understand better these issues, Industry Canada recently 
contracted an 


in-depth, substantive evaluation of the IRB policy. That evaluation, done by a third- 
party consulting firm, confirmed that the IRB policy does produce value, particularly 
in relation to the resource investment by the government [... However, t]he 
consulting firm did indicate some concerns over the short-term nature of some of 
the benefits produced, rather than long-term sustainable development. That was 
generally attributable to creating a defence capability | in Canada where there was no 
domestic market. It was very hard to sustain” 


This seems to point to another witness’ affirmation that IRBs have ‘little downstream 
effect on the Canadian economy." 


However, the consulting firm's final report affirmed that the “Policy has been 
successful in increasing the visibility of companies in the western and eastern regions. 
The benefits of this are large compared to the relatively small value of the work that flows 
to these regions.” It also noted that the distribution of federal contracts was not distorted 
by the application of IRBs in any meaningful way. Finally, the independent report 
concluded that “the Policy has had a minimal impact on the cost of procurement where 
there is an existing domestic capability” and “the administrative costs to contractors of 
managing their IRBs are [...] small.” 


Given this debate, SCONDVA recommends: 
23. That Industry Canada ensure that operational considerations remain 


the first priority of procurement and that Industrial and Regional 
Benefits (IRB) policies, which contribute to enhanced Canadian 
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industrial capability, (1) ensure that companies already located in 
Canada have equal access to procurement opportunities and (2) are 
implemented in an efficient, cost-effective and timely manner. 


li. Preserve Ability to Export and Import Freely 


As one witness observed, ‘[elvery army in the world needs the same things, and 
very few countries can provide all of that.”°° Canada is not exception to this rule: our 
defence expenditures are simply insufficient to maintain an indigenous defence industrial 
Capability that could fulfil all of the Canadian Forces’ procurement needs. The CDIA notes 
that “the cost of developing and sustaining such a capability would be exorbitant.”°° 


Consequently, it is appropriate that Canada rely to some extent on imports to satisfy its 
defence needs. 


Since early in the Second World War, Canada and the United States have 
maintained a unique defence economic relationship, embodied in the Defence Production 
Sharing Arrangement (DPSA) and the Defence Development Sharing Agreement 
(DDSA). This special relationship is founded on the concept of North American security 
and a common industrial base and “successive governments have recognized that the 
cooperative use of research, development and production resources is in our mutual 
defence and economic interest.”°° 


Of the Canadian defence industry's total exports worldwide (some $1.8 billion), 
$1 billion — that is, more than half — goes to the United States. Many Canadian firms are 
dependent on access to American technology and the US market for their business. This 
access is critical to their survival. 


Historically, Canada has been exempt from many of the provisions of the United 
States’ International Traffic in Arms Regulations (ITARs). Permits for the export of 
defence goods (or articles) and services from the United States to Canada were not 
required, except for a relatively narrow range of particularly sensitive items. On 12 April 
1999, the US Department of State made changes to the ITARs, which significantly 
narrowed the Canadian exemption and required Canadian companies to obtain an export 
license for 11 (previously 5) of 19 categories, effectively ending special treatment for the 
Canadian defence industry. The new ITARs were to be made permanent in July 1999 
after an original 120-day review, but US Secretary of State Madeleine Albright extended 
the review period indefinitely after talks between Canadian and US negotiators bogged 
down. On 8 October 1999, the Canadian government announced that an “agreement-in- 
principle” had been reached on the main elements required to resolve the issue and that 
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officials would proceed immediately to resolve details with a view to implement the 
necessary regulatory changes. A recent article (3 February 2000) in the Globe & Mail 
revealed that these “final” negotiations were not resolving outstanding issues and, in the 
meantime, Canadian companies had already lost out on several opportunities. 
Representatives from industry have told the Committee that, if the situation does not 
improve, many Canadian companies will be forced to move to the United States in order 
to survive. 


Consequently, SCONDVA recommends: 


24. That the Department of Foreign Affairs and International Trade 
aggressively pursue the maintenance of privileged Canadian access to 
the United States market and information-sharing in keeping with our 
desire to ensure North American security through an integrated 
technological and industrial base. 


The Canadian Commercial Corporation (ete 0) a crown corporation established 
in 1946, is a mechanism to facilitate trade and contracting on a government-to- 
government basis. Although the CCC has no role in the internal Canadian procurement 
process per se, it does promote Canadian industry abroad. SCONDVA is pleased to 
recognize the CCC’s contribution to preserve and promote Canada’s national industrial 
base. 


iii. Promote Innovation 


Mr. Ron Kane, Director of Space, Electronics and Defence in the Aerospace and 
Defence Branch of Industry Canada noted that “Canada, as indicated by the OECD, has 
an innovation apr o From the testimony received in this study, one might conclude that a 
contributing factor to this is that the procurement system has not allowed Canadian 
industry to innovate. In the past, the definition of requirements has been unnecessarily 
prescriptive and rigid. 


SCONDVA heard that government officials have effectively been telling industry 
how to do its job, in great, voluminous detail. One solution echoed by all witnesses is to 
allow industry flexibility to innovate. The procurement process should promote, or at least 
permit, innovation through broader requests for proposals (RFPs) that define 
requirements in such a way as to give the greatest latitude, by focusing on the operational 
end-use or capability sought. Make industry find the answers. 
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Linked to this is the very crucial issue of limiting the Statement of Requirements 
(SOR) in terms of length and detail. One witness raised the example of the recent 
Canadian search-and-rescue helicopter project. Apparently, 


What should have been a simple document of a few dozen pages clearly stating the 
requirements soon grew into an SOR of over 140 pages, with 8 annexes of 
supporting material that added another 33 pages. That bloated SOR led, not 
surprisingly, to an enormous request for proposals — to industries — of over 1,200 
Pages, which truly shocked those companies that were interested in responding. 
They responded with documents that filled not books but shelves. Not only was a 
monster created, but it came with a significant cost as well. Developing the 
unnecessarily detailed responses is an expensive and time-consuming process, the 
costs of which companies eventually just charge back to the project.’ 


Since industry must respond to each and every point in a statement of requirements, it 
is obvious that such detail engenders a losing situation. Creating leaner SORs focused 
on performance is a win-win situation for both industry and the government. 


The Committee notes that the Department of National Defence is placing greater 
emphasis on performance specifications as opposed to detailed technical specifications. 
SCONDVA recommends: 


25. That the Department of National Defence focus its statements of 
requirements (SORs) on performance and capability and that it develop 
policies to ensure that defence requests for proposals (RFPs) are lean, 
clear and manageable. 


iv. Provide Real Incentives for Reducing Costs 


The focus of payment in the procurement system has not been oriented 
appropriately. It is poor business sense in equipment procurement to pay for time. 
Expenditures should award good products, timely delivery and meeting expected results. 


One way to achieve this is to adopt the concept of paying for “power by the hour.”°° 


Another is to create incentives, such as allowing industry to share in the benefits of cost 
reduction. SCONDVA has been told that, at present, the Government of Canada profit 
policy is cost based — the lower the cost to government, the lower the profit to industry; 
the higher the cost, the higher the profit. This environment fails to generate savings for 


the government. 


ce Brigadier-General (Ret.) Colin Curleigh (individual presentation), Evidence, 36.1-105, 27 April 1999, 1625. 
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SCONDVA is encouraged to hear that the Department of National Defence is 
examining ways to link compensation to performance. The Committee recommends: 


26. That Treasury Board examine current Government of Canada profit 
policy and other procurement policies, make the necessary changes to 
ensure that results, not time, are rewarded, and develop appropriate 
incentives to reduce the cost of procurement; and 


27. That the Department of National Defence incorporate such incentives 
into its procurement initiatives and provide SCONDVA with plans as to 
how this is being implemented. 


v. Strengthen Assistance Programs 


Technology Partnerships Canada (TPC) is one of the federal government's 
innovation programs. Created in March 1996 as an integral part of Industry Canada’s 
Jobs and Growth Strategy, TPC replaces in part the Defence Industry Productivity 
Program (DIPP), which was eliminated in 1995. The objective of DIPP was to develop 
and maintain strong defence-related industries across Canada capable of competing 
successfully over the long term in domestic and export markets. This objective included 
the development and maintenance of a defence-related production capability and of an 
advanced defence-related technology capability. 


A principal area for investments by Technology Partnerships Canada is the 
aerospace and defence sector, including defence conversion. Designed to comply with 
World Trade Organization and the North American Free Trade Agreement, the TPC 
partners government with the private sector through a cost-sharing approach to support: 


¢ industrial research: planned search or critical investigation aimed at the discovery of 
new knowledge, with the objective that such knowledge may be useful in developing 
new products, processes or services; 


¢ pre-production activities (including prototype, testing, qualification and 
demonstration); and 


* — technical feasibility and market studies leading to other TPC-eligible activities. 


Ineligible activities include: start-up costs; capital assets to begin or increase 
production; acquisition of inventory, land or buildings; building projects; marketing 
projects; and Canadian demonstration or distribution of foreign technology. 


On successful projects, the government investment is repayable and the 
government shares in any upside return. Investment and repayment conditions are 
negotiated on a case-by-case basis. In addition, all TPC repayments will be reinvested in 
the TPC program rather than being returned to the Consolidated Revenue Fund, thereby 
ensuring a degree of self-financing and allowing the potential for future growth. 
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One Official from the Department of Foreign Affairs observed that “a lot of 
Canadian companies ... have expressed some dismay that the old DIPP program ... was 
also cut back in the early 1990s. It was somewhat replaced by Technology Partnerships 
Canada funding, but not to the same level.” Whereas pre-developmental research used 
to be widely funded under the DIPP program, the mandate of Technology Partnerships 
Canada is to invest strategically in research, development and innovation in order to 
encourage private sector investment, and so maintain and grow the technology base and 
technological Capabilities of Canadian industry. The Canadian Defence Industries 
Association suggests that “more [research and development] funding should be made 
available to industry in general. TPC may not be the vehicle to dispense it to industry, but 
partnership with other institutes such as [the] Industrial Research Assistance Program at 
the National Research Council should be encouraged.”°2 The Committee recommends: 


28. That the government, in particular Industry Canada, examine this 
option to improve funding to research and development as part of its 
efforts to develop a defence industrial policy (see below), in a manner 
that promotes equitable industrial development and benefits across all 
regions of the country. 


vi. Develop a Defence Industrial Policy 


The Committee has heard that “federal focus on defence industry policies is 
urgently required” and that “government and industry need to jointly address the 
requirements for and dimensions of a defence industrial policy for Canada.””* Within this 
broader need, one particular industry sector has come to SCONDVA’s attention: 
shipbuilding. 


a. Shipbuilding 


According to Mr. John Banigan of Industry Canada, as of 1999, the shipbuilding 
industry in Canada comprised approximately 5,000 employees with some 12 companies 
in four regions of activity — British Columbia (1,300), Ontario (700), Quebec (1,000) and 
Atlantic Canada (1,900). Due to difficult market conditions, the industry underwent a 
process of rationalization. From 1986 to 1993, the federal government participated (via a 
contribution of some $198 million) in a number of industry-led rationalization programs to 
assist workers in yards to adjust. (Atlantic shipyards did not participate in this 
rationalization.) Ultimately, 7,200 jobs were eliminated and a smaller market emerged. 


oa LePage, Evidence, 36.1-95, 16 March 1999, 1555. 
oe CDIA, supra, p. 9 (Question 10, Part 3). 
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Unofficial current estimates indicate that the Canadian shipbuilding industry has 
continued to decline to some 3,700 employees — 1,000 in British Columbia, 800 in 
Ontario, 800 in Quebec and 1,100 in Atlantic Canada — and further reductions are 
expected in all of these regions in the very near future. There is concern within the 
Committee that even these estimates may be high and that the numbers continue to 
decline. 


Throughout the 1980s and into the early 1990s, industry employment in Quebec 
and in Atlantic Canada was sustained through several major federal defence 
procurements: the Canadian Patrol Frigate Project (CPF), the TRIBAL Class Update and 
Modernization Project (TRUMP), and the Maritime Coastal Defence Vessel Program 
(MCDV). However, these programs are now complete. A lack of federal procurement is 
the current reality in the industry and, with no new orders, many shipyards (including the 
largest in Atlantic Canada, at Saint John) face closing. 


In the spring of 1999, there were about 2,500 ships on order around the world. Of 
the world market, Canada holds approximately 0.04%. (Japan, South Korea and China 
are expected to continue to dominate the market; currently, they have about 70% of the 
market share.) 


During House debates on 14 April 1999, the Parliamentary Secretary to the 
Minister of Industry (Lastewka) reported that he and the industry minister had met with the 
representatives of the shipbuilding industry on 25 March 1999. At that meeting, they 
reportedly discussed the “generous package of measures the federal government 
currently maintains to support shipbuilding,” in place since 1996. These measures 
include: 


* a33.3% accelerated capital cost allowance for Canadian shipbuilding; 
* a25% duty on most (some small fishing vessels exempted) non-NAFTA ship imports; 


* domestic (restricted to Canadian sources) procurement on a competitive basis for all 
government shipbuilding and ship repairs; 


¢ a favourable research and tax credit system; and 


+ Export Development Corporation financing for commercially viable transactions 
(extended from 8 to 12 years following discussions with the shipbuilding industry in 
1998). 


However, in testimony before the industry committee,” Mr. Robert Chernecki (CAW 
Canada) argued that these are not the necessary tools to allow Canadian industry to 
compete. At the same time, he maintains that the industry is not asking for subsidies. 
Other critics of the current package have argued that it lacks necessary tax incentives 
(such as exemptions — partial or complete), grants and preferential loans. 


tal : 
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According to information presented at the industry committee’s meetings, Canada 
neither has an industrial Strategy for a shipbuilding policy (such as investment in shipyard 
development), nor provides subsidies to the industry, unlike many other countries. (Those 
named as examples in the course of the three meetings include Korea, Japan, China, the 
United States, Norway, the Netherlands, Germany, Italy, France, Britain, Spain, Australia, 
India, Romania, Poland, and Estonia) 


One particular case of subsidization of the shipbuilding industry is that of the 
United States. Since 1936, shipbuilders in the United States have benefited from the 
“Jones Act,” whereby all vessels leaving United States’ ports must be built, staffed and 
repaired by Americans. This precludes Canadians and others from accessing the 
commercial (or military) market in the United States. Although Canadian government 
Officials have continuously sought to have these unfair market access barriers removed, 
the Americans aggressively defend the legislation (sometimes using national security 
provisions). For example, the previous Canadian government was unable to get the 
Americans to make a concession in the context of either the original Free Trade 
Agreement (FTA) or the NAFTA. The Committee notes with interest that, according to 
testimony, no country has ever challenged the Jones Act before the World Trade 
Organization. 


Witnesses from the Marine Workers’ Federation (MWF) expressed great 
frustration to SCONDVA over what they perceive as an unfair international rule system for 
shipbuilding, as described above. The witnesses have made it clear that they are not 
seeking subsidies from the federal government. Rather, they would like to examine the 
feasibility of creating a financing package and other initiatives, such as allowing more 
favourable writedowns on the leasing of vehicles, that might “afford [the Canadian 
shipbuilding] industry the opportunity to play by the same rules” as other countries.” 


Representatives of the Marine Workers’ also perceived a lack of interest in or even 
acknowledgement of their plight on the part of the Canadian federal government. They 
noted that Canada is the only maritime nation in the world, with an active shipbuilding 
industry, that does not have a national policy on the matter. With this in mind, the MWF 
requested that SCONDVA recommend that the federal government convene a national 
roundtable to find a solution to the problems facing this industry and, ultimately, to 
establish a national shipbuilding policy. (This is in keeping with the broader defence 
industry policy described above, although the Committee acknowledges the particular 
urgency of the status of shipbuilding in Canada.) 


Since that request was made, SCONDVA is pleased to note that Industry Canada 
has re-established a shipbuilding directorate to study shipbuilding in Canada. In addition, 
on 29 March 2000, the House of Commons successfully passed a private member's bill 
(C-213) through a second reading. The bill is now before the House of Commons 
Standing Committee on Finance for detailed study, after which it will return to the 
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Commons for a third reading and final vote before it can become law. Among other 
things, Bill C-213 seeks to enhance tax incentives and export financing for the Canadian 
shipbuilding industry. The Committee is encouraged by this progress and hopes the 
outcome will have positive effects for the shipbuilding industry in Canada. These 
initiatives are a step in the right direction. Still, SCONDVA recommends: 


29. That the Government of Canada convene a national roundtable on 
shipbuilding in Canada with a view to establish a national shipbuilding 
policy. 


The MWF's second request was that SCONDVA recommend that the Department 
of National Defence proceed immediately with the procurement of supply vessels. 
Defence equipment planning rightfully remains the duty of operational and technical 
experts within the Canadian Forces and the Department of National Defence, separate 
from the political wishes of any government of the day, and SCONDVA notes that DND's 
2000-2001 Report on Plans and Priorities does not identify new supply ships among its 
procurement priorities. However, Canada’s supply ships, which are over 30 years old and 
shortly to be decommissioned, play a critical role when Canadian military personnel are 
deployed on international peace support missions. Acquiring some form of afloat logistics 
and sealift capability is a critical requirement that must be addressed quickly. The supply 
ships as well as others, such as the 27-year old Tribal Class destroyers, will need to be 
replaced. Therefore, the Committee recommends: 


30. That the Department of National Defence establish a procurement plan 
for Canadian ship construction (as per recommendation 14 above) and 
move quickly to acquire new Canadian-built supply vessels to replace 
the ageing ships currently in inventory. 


This would avoid block obsolescence and rust out within Canada’s naval fleet and 
provide a more stable base for the shipbuilding industry. 


G. Strengthen the Grievances Process 


SCONDVA has learned that grievances against the procurement process typically 
arise because of three situations: 


i. A potential supplier feels competent to bid, but is not invited. This is usually 
a result of the government’s decision to sole-source. 


li. À supplier is invited to bid but cannot, because the tender documents specify 
too precisely the sorts of requirements or qualifications a successful bidder 
must have. This effectively predetermines who will get the contract. 
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li. A government department invites tenders on a competitive basis but the 


potential supplier perceives unfairness in the evaluation process. This is the 
most frequent complaint. 


However, there is a lack of incentives for industry to seek redress in the event that 
they feel the procurement process has not proceeded according to established rules. 
Suppliers must “weigh the cost of the lost opportunity against eroding goodwill with 
probably its most important customer, the company time and energy a challenge will 
consume when it could be bidding on other contracts, the amount of money likely to be 
recovered in the challenge, and the cost of the challenge itself.” As a result, despite their 
merits, most grievances do not proceed. It is estimated that only 10% of eligible 
grievances are actually adjudicated. 


A lawyer who frequently represents industry before the Canadian International 
Trade Tribunal (CITT) maintains that the Tribunal requires greater authority to award 
damages for a breach of the rules of procurement. In particular, he recommended two 
principle changes: first, that departments be required to provide reasons or justifications 
for avoiding or bypassing “stop award issues” and, second, that in calculating lost 
opportunity costs, the Tribunal no longer use the practice of dividing the contract value by 
the number of potential bidders that might have been able to participate, whether they 
challenged the outcome or not.’ 


Other witnesses observed that there is no form of independent due process for 
those who wish to challenge sole-source decisions. Apparently, they fall outside the 
purview of the Canadian International Trade Tribunal. 


The Committee supports that check and balances against violation of procurement 
rules must exist in order to preserve the integrity of the process. it thus recommends: 


31. That the government examine ways in which to strengthen the 
grievance process to ensure that challenges of merit may be assessed 
and the rules of procurement respected; and 


32. That the Government of Canada establish an independent dispute 
resolution mechanism to deal with contracts that lie outside the 
purview of the Canadian International Trade Tribunal. 
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H. Implement, Monitor and Report on Reforms 


SCONDVA understands that DND has, as a result its Acquisition Reform Action 
Plan, initiated a number of pilot projects, many of which are to be completed by 
September 2000, to field-test some of the revised procurement concepts. Follow-up on 
the lessons learned from these pilots is critical. The Committee thus recommends: 


33. That the Department of National Defence include in its Annual 
Performance Report the procurement reform results of its pilot 
projects and, therein, identify baseline expectations and indicators, 
final outcomes, areas for further improvement and plans for future 
action. 


The Committee has also learned that the government recently established a 
committee at the ADM-level to monitor reforms and determine what further improvements 
are required for procurement. It includes assistant deputy ministers from Public Works 
and Government Services Canada, National Defence, Industry Canada and three other 
departments that are involved in various types of procurement activity.”° SCONDVA 
members believe this is a positive initiative that will ensure that reforms are implemented 
as quickly as possible and continuously evaluated. Along that vein, this Committee 
recommends: 


34. That the Assistant Deputy Ministers’ Committee report to Parliament 
on a regular basis, including through SCONDVA, beginning with a 
report that includes measurable plans for accomplishing the defence 
procurement reforms already identified; 


35. That all government departments involved in the reform of 
procurement processes continue to monitor and make public the 
results of those reforms; 


36. That the government coordinate these reforms through a multi- 
department monitoring committee including, as a minimum, the 
Treasury Board Secretariat, Public Works and Government Services 
Canada, Industry Canada and any line departments implicated in the 
process; and 


37. That the Auditor General of Canada continue to monitor the 
Department of National Defence and other departments’ progress (1) in 
implementing proper analyses (options, risk management, testing and 
evaluation, etc.) within a streamlined acquisition process and (2) in 
monitoring reforms to this end. 
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ADDRESS AN ISSUE OF CONCERN: THE MARITIME HELICOPTER 


The need to replace the Sea King helicopters was first identified in 1975. 
Twenty-four years later, the government still has not put the contract to tender” — that is, 
with the exception of the combined New Shipborne Aircraft/New Search and Rescue 
Helicopter contract awarded on 24 July 1992. When that contract was later cancelled, the 
process had cost the Canadian government at least $478.3 million, including $154.5 
million for project administration, research and development, and the Canadian Forces 
were left without a replacement for the Sea King. 


On 4 March 1999, the (then) Assistant Deputy Minister, Materiel, indicated that the 
Minister of National Defence hoped “to proceed with [the maritime helicopter] project 
[MHP] as quickly as possible.” On 28 April 1999, the Minister, himself, told SCONDVA 
that “replacing the Sea King must be our short-term equipment priority. The government 
is actively engaged in examining its options for maritime helicopters and in putting the 
final touches on a procurement strategy.””” He hoped to be in a position “in the near 
future” — “a matter of weeks” — to announce the government’s strategy.°° 


Finally, on 25 November 1999, the Vice-Chief of Defence Staff indicated to the 
Committee that he personally had signed off on the statement of requirements for the 
MHP in “late June or early July” of that year.®" Effectively, the process internal to the 
defence department, including a review by a joint oversight committee, has been 
completed. The statement of requirements has since passed to the stage awaiting 
government and senior bureaucrats, including a variety of departments, to develop its 
procurement strategy and proceed to a public announcement to tender the contract. More 
than nine months from the time the finalized SOR left the Department of National 
Defence, this has yet to occur. It is the opinion of this Committee that the failure to 
replace the Sea King helicopter epitomizes everything that is wrong with the 
procurement process. 


SCONDVA is concerned that this outstanding procurement, which has been 
identified consistently as a government priority over many years, proceeds and 
recommends accordingly: 


es 
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38. That the government finalize its procurement strategy and proceed 
immediately to tender a contract for the replacement of the Sea King 
helicopters. 


FIND (AND KEEP) THE BALANCE: THE GREATEST CHALLENGE 


SCONDVA heard many positive things about Canadian defence procurement. The 
process is viewed, on the whole, as open, transparent and accountable. Industry 
representatives stated that: 


+ “Canada has earned an international reputation for the quality of its procurement 
process and the resultant openness and fairness;”° 


+ The department works collaboratively with industry to shape requirements and 
communicates well with potential suppliers; ie 


+ “Canada enjoys a fairly unpoliticized procurement process within the Department of 
National Defence;”** and, finally, 


¢ “Evidence does suggest that DND's value-for-dollar performance continues to 
improve as their procurement reform initiatives and financial control processes 
985 
evolve. 


An expert in procurement observed that: 


In Canada over the last decade, the Auditor General has found, with one exception, 
defence projects tend to come in on time and within budgets. His findings, however, 
tend to identify opportunities for improving on the margin, not changing the 
fundamental system. [... T]he Auditor General's reports give Canadian defence 
procurement a very high grade relative to its U.K. and U.S. counterparts.° 


Indeed, officials from the Office of the Auditor General of Canada told the Committee 
that “well over 50%” of its recommendations to DND have been implemented and the 
Department “normally puts a very strong effort into responding to the 
recommendations.” 7 They acknowledged that sometimes the Department might be 
slow to respond to a problem, because it lacks the resources necessary to address it 
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immediately. Even during the course of this study, DND has been actively reforming its 
materiel acquisition and support processes. 


Witnesses acknowledged that there is a trade-off between transparency and 
accountability and the speed (or lack thereof) in the procurement process. The 
Department of National Defence must work hard to balance analyses necessary to the 
integrity of the process with timely delivery of needed equipment. To determine 
appropriate trade-offs between capability, cost and time is its greatest challenge. 


At the outset of this study, the then Assistant Deputy Minister for Materiel, 
Mr. Pierre L. Lagueux, made a pointed remark during his testimony about the need for 
DND “to ensure that the amount of money [the Department] spend[s] goes directly to 
what [it] buy[s], as opposed to how [it] buy[s] it.” The Committee is pleased to hear that 
the Department of National Defence embraces this goal and is pursuing the reform of its 
procurement processes accordingly. Indeed, this should be the of goal of all departments 
government-wide. We look forward to continued improvements. 


ieee As ed 7  — 
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RECOMMENDATIONS 


1. That the Department of National Defence incorporate into its 
procurement approach the concept of performance-based 
specifications, including direction to defence contractors to provide 


precise cost information related to pre-determined levels of operational 
performance achievable. 


2. That the Department of National Defence clearly identify its estimated 
deficit in the area of equipment procurement and communicate this, 
with supporting rationale, to SCONDVA and the Department of Finance 
for consideration in the planning of future budgets; and 


3. That the Department of National Defence provide to SCONDVA and the 
Department of Finance a clear strategy, including a proposed timeline, 
for increasing the capital projects portion of its budget to a minimum 
of 23% within a defence budget that is adequate to accommodate such 
an increase. In other words, this exercise should neither affect 
personnel levels negatively nor occur at the expense of any other area 
under the defence budget. 


4. That the Department of National Defence be allowed to use the funds 
generated by the sale or long-term leasing of departmental lands and 
facilities and that the Department continue to pursue its interest to 
profit from the divestiture of its assets, including property, with the 
Treasury Board Secretariat. 


5. That the Treasury Board Secretariat examine options to increase 
approval authority levels (to allow greater departmental control over 
budgets and create a streamlined approval process) and that the 
government make the necessary modifications to the Financial 
Administration Act and Treasury Board guidelines to accomplish this. 


6. That all major crown projects (valued at more than $100 million) 
proposed by the Department of National Defence be brought before 


SCONDVA for public scrutiny. 


7. That all federal government departments and agencies involved in 
defence procurement — Treasury Board, Public Works and 
Government Services Canada (PWGSC), Industry Canada, Department 
of Foreign Affairs and International Trade (DFAIT) and others — 
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10. 


ele 


12. 


18; 


14. 


(1) facilitate the reforms necessary to increase the efficiency and 
effectiveness of defence procurement by addressing policies and 
procedures needing reform within their own areas of 
responsibility, which inhibit the regular government procurement 
process; and 


(2) continue to improve coordination between departments to 
eliminate redundancy in the procurement process. 


That the Government of Canada, in consultation with SCONDVA, 
examine the defence procurement practices of NATO and Allied 
nations with a view to examine the feasibility and desirability of 
developing and implementing specific rules tailored to the needs of 
defence procurement, including consideration of the increased 
efficiencies that might result from the integration of Public Works and 
Government Services Canada (PWGSC) contracting functions directly 
into the Department of National Defence. 


That the Department of National Defence finish and make public its 
combat scenarios, which will provide an objective means of evaluating 
both the procurement objectives for and the operational readiness of 
the Canadian Forces, as soon as possible; and 


That the Department of National Defence review its combat scenarios 
on an annual basis to ensure they remain relevant to current 
geostrategic realities. 


That the Department of National Defence assess whether the 
Directorate of Defence Analysis (DDA) and the Director General of 
Operational Research (DGOR) personnel levels are adequate to 
complete the important operational research that serves the entire 
Canadian Forces, including the completion and ongoing review of 
combat scenarios. 


That the government consider initiating a review of Canadian defence 
and security policy with a view to update the 1994 Defence White 
Paper. This review should incorporate the new combat scenarios 
developed by the Department of National Defence and clearly detail the 
government’s expectations of and intentions for its armed forces. 


That the Department of National Defence determine and make public 
the Canadian Forces’ long-term equipment requirements for goods and 
services along a clear timeline, and provide SCONDVA with updates of 
this requirements’ plan on a regular basis. 


That the Department of National Defence determine the value of 
adopting a “rolling” approach to major capital projects and develop its 
strategy accordingly. 
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15. 


16. 


17. 


18. 


19: 


20. 


21. 


22: 


That the Department detail its plans to strengthen analysis prior to 
decision-making, particularly in the area of testing and evaluation, and 


proue the Committee with a clear timetable for implementing these 
plans. 


That Treasury Board establish a clear policy on the testing and 
evaluation of commercial-off-the-shelf products, with a view to gain 
every benefit possible from this interesting alternative to 
developmental procurement. 


That the Department of National Defence use the Treasury Board 
Secretariat’s “make-or-buy” analysis guide as a means to evaluate and 
justify its decisions to use commercial-off-the-shelf products or resort 
to Alternative Service Delivery rather than pursue developmental 
projects or utilize in-house services. 


That Treasury Board (1) clarify what actions it has taken to improve 
implementation of its Advance Contract Award Notices (ACANs) policy 
and (2) reconsider its rejection of the Auditor General’s 
recommendation to require independent senior review of sole-source 
decisions within departments; and 


That the Department of National Defence consider creating a process 
that requires senior officials to take or concur in the decision to sole- 
source and to be accountable for it, for example, through the Auditor 
General. 


That Treasury Board report back to the Committee an implementation 
timetable and plans for monitoring the results (for example, baseline 
data, performance indicators, evaluation schedules, etc.) of its 
program to standardize professional development across the 
Government of Canada through training and certification for 
acquisitions and procurement staff; and 


That the Department of National Defence ensure that all of its materiel 
and supply managers are well-informed about the purchasing 
procedures currently in place and, where necessary, certified in project 
management as soon as possible. 


That the Department of National Defence evaluate Canadian Defence 
Industries Association (CDIA) request to establish a “defence industry 
advisory board” at the level of the Defence Management Committee 
and expand this concept to include stakeholders representing other 


industrial sectors in the process. 
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23. 


24. 


25. 


26. 


27. 


28. 


29. 


30. 
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32. 


That Industry Canada ensure that operational considerations remain 
the first priority of procurement and that Industrial and Regional 
Benefits (IRB) policies, which contribute to enhanced Canadian 
industrial capability, (1) ensure that companies already located in 
Canada have equal access to procurement opportunities and (2) are 
implemented in an efficient, cost-effective and timely manner. 


That the Department of Foreign Affairs and International Trade 
aggressively pursue the maintenance of privileged Canadian access to 
the United States market and information-sharing in keeping with our 
desire to ensure North American security through an integrated 
technological and industrial base. 


That the Department of National Defence focus its statements of 
requirements (SORs) on performance and capability and that it develop 
policies to ensure that defence requests for proposals (RFPs) are lean, 
clear and manageable. 


That Treasury Board examine current Government of Canada profit 
policy and other procurement policies, make the necessary changes to 
ensure that results, not time, are rewarded, and develop appropriate 
incentives to reduce the cost of procurement; and 


That the Department of National Defence incorporate such incentives 
into its procurement initiatives and provide SCONDVA with plans as to 
how this is being implemented. 


That the government, in particular Industry Canada, examine this 
option to improve funding to research and development as part of its 
efforts to develop a defence industrial policy (see below), in a manner 
that promotes equitable industrial development and benefits across all 
regions of the country. 


That the Government of Canada convene a national roundtable on 
shipbuilding in Canada with a view to establish a national shipbuilding 
policy. 


That the Department of National Defence establish a procurement plan 
for Canadian ship construction (as per recommendation 14 above) and 
move quickly to acquire new Canadian-built supply vessels to replace 
the ageing ships currently in inventory. 


That the government examine ways in which to strengthen the 
grievance process to ensure that challenges of merit may be assessed 
and the rules of procurement respected; and 


That the Government of Canada establish an independent dispute 
resolution mechanism to deal with contracts that lie outside the 
purview of the Canadian International Trade Tribunal. 
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33. 


34. 


35. 


36. 


37. 


38. 


That the Department of National Defence include in its Annual 
Performance Report the procurement reform results of its pilot 
projects and, therein, identify baseline expectations and indicators, 


ae outcomes, areas for further improvement and plans for future 
action. 


That the Assistant Deputy Ministers’ Committee report to Parliament 
on a regular basis, including through SCONDVA, beginning with a 
report that includes measurable plans for accomplishing the defence 
procurement reforms already identified; 


That all government departments involved in the reform of 
procurement processes continue to monitor and make public the 
results of those reforms; 


That the government coordinate these reforms through a multi- 
department monitoring committee including, as a minimum, the 
Treasury Board Secretariat, Public Works and Government Services 
Canada, Industry Canada and any line departments implicated in the 
process; and 


That the Auditor General of Canada continue to monitor the 
Department of National Defence and other departments’ progress (1) in 
implementing proper analyses (options, risk management, testing and 
evaluation, etc.) within a streamlined acquisition process and (2) in 
monitoring reforms to this end. 


That the government finalize its procurement strategy and proceed 
immediately to tender a contract for the replacement of the Sea King 
helicopters. 
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APPENDIX A 
LIST OF WITNESSES 


Associations and Individuals Date Meeting 
36th Parliament 


1st Session 


Office of the Auditor General of Canada 2/11/99 89 
L. Denis Desautels, Auditor General of Canada 
Peter Kasurak, Principal 


David Rattray, Assistant Auditor General 


Library of Parliament 2/18/99 90 
Corinne McDonald, Researcher 


Wolf Koerner, Researcher 


Department of National Defence 3/2/99 91 


Pierre Lagueux, Assistant Deputy Minister, Materiel 


Department of National Defence 3/4/99 92 
Pierre Lagueux, Assistant Deputy Minister, Materiel 


Public Works and Government Services Canada 


Alan Williams, Assistant Deputy Minister 


Canadian Commercial Corporation 3/9/99 93 


Glenn Nichols, Executive Director 


Department of Foreign Affairs and International Trade 
David Devine, Acting Director, Procurement 
Richard Lepage 
Roger Lucy, Deputy Director 
Susan Sheehan, Senior Policy Analyst, Procurement 


Industry Canada 3/11/99 94 


John Banigan, Assistant Deputy Minister 
Ron Kane, Director, Space, Electronics and Defence 


43 


Associations and Individuals 


Date 


Meeting 


Canadian Commercial Corporation 


Glenn Nichols, Executive Director 


Department of Foreign Affairs and International Trade 


Richard Lepage 


Armed Forces Communications and Electronics 


Association of Canada 


John Leech, General Manager 


Canada Aerospace Industries Association of Canada 


Peter Smith, President and Chief Executive Officer 


Canadian Defence Industries Association 
Robert Fischer, President 


Shipbuilding Association of Canada 


Peter Cairns, President 


Treasury Board of Canada — Secretariat 
Don Chilibeck, Director 
R. Kelly, Director 
Alan Winberg, Assistant Secretary 


Team Cormorant 


Frank Bamford, Head of Region — Americas for GKN 


Westland 


As Individual 


Anthony Forster, Independent Research Intelligence 


Analyst 
Queen's University 


Douglas Bland, Chair 


Friends of Maritime Aviation 


Lee Myrhaugen, (Retired) Coordinator 
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3/16/99 


3129199 


4/13/99 


4/15/99 


4/20/99 


4/27/99 


95 


98 


100 


101 


102 


105 


Associations and Individuals 


Date 


As Individual 


Colin Curleigh, (Retired) 


Bristol Aerospace Limited 


Bill Matthews, Vice-President 


Sikorsky Canada Inc. 
Joseph Haddock, Director 


Project Ploughshares 


Ernie Regehr, Director, Policy and Public Affairs 


36th Parliament 


Computing Devices Canada 


David Scott, President and Chief Executive Officer 


As Individual 


Bernie Grover 


General Motors of Canada Ltd. 


William Pettipas, Executive Director, Diesel Division and 
Vice-President of General Motors 


Kenneth Yamashita, Manager, Government Relations & 
Industrial Benefits, Defence Operations 
Osler, Hoskin & Harcourt 


Gregory Somers, Partner 


Office of the Auditor General of Canada 
David Rattray, Assistant Auditor General 
Peter Kasurak, Principal 
Hugh McRoberts, Principal 


Conference of Defence Associations 
Sean Henry, Senior Defence Analyst 


Alain Pellerin, Executive Director 
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4/27/99 


5/6/99 


5/27/99 


11/16/99 


11/30/99 


12/7/99 


12/14/99 


12/16/99 


Meeting 


105 


111 


119 


2nd Session 


11 


12 


13 


Associations and Individuals 


Date 


Meeting 


British High Commission — Ottawa 


John Taylor, Team Leader, Smart Procurement Initiative 


Canadian Defence Industries Association 
Robert Fischer, President 


Patrick O'Donnell, Vice-President, Strategic Plan for 
CDIA and Joint Defence Procurement Council 


Representative 


Defence Associations National Network 
Dan Mainguy, President 
Mike Saker, Member 


Marine Workers' Federation — CAW 
Les Holloway, Executive Director 


Gary Marr, President 


Terrence O'Toole, President, Industrial Union of Marine 
in Shipbuilding Workers of Canada, Local 3 


Department of National Defence 


Richard Burton, Acting Assistant Deputy Minister 


Alan Williams, Assistant Deputy Minister 
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2/8/00 


2/10/00 


2/17/00 


3/21/00 


14 


15 


16 


22 


APPENDIX B 


toh Bee LIST OF BRIEFS 


36th Parliament — 1st Session 


Aerospace Industries Association of Canada 

Armed Forces Communications and Electronics Association of Canada 
Bristol Aerospace Limited 

Canadian Commercial Corporation 

Canadian Defence Industries Association 

Colin Curleigh, (Retired) 

Department of Foreign Affairs and International Trade 
Department of National Defence 

Anthony Forster, Independent Research Intelligence Analyst 
Friends of Maritime Aviation 

Industry Canada 

Office of the Auditor General of Canada 

Project Ploughshares 

Public Works and Government Services Canada 
Shipbuilding Association of Canada 

Sikorsky Canada Inc. 


Team Cormorant 
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Treasury Board of Canada — Secretariat 


36th Parliament — 2nd Session 


British High Commission — Ottawa 
Canadian Defence Industries Association 
Computing Devices Canada 

Conference of Defence Associations 
Department of National Defence 

General Motors of Canada Ltd. 

Bernie Grover 


Marine Workers’ Federation — CAW 
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REQUEST FOR GOVERNMENT RESPONSE 


In accordance with Standing Order 109, the Committee requests that the 
Government provide a comprehensive response to this report. 


A copy of the relevant Minutes of Proceedings (Meetings Nos. 89 to 95, 98, 100 to 
102, 105, 111 and 119 of the 1st Session, 36th Parliament, and Meetings Nos. 5, 9, 11, 13 
to 16, 22, 30, 31, 37, 40 and 41 of the 2nd Session, 36th Parliament which includes this 


report) is tabled. 
ra submitted, 
(as 


Pat O’Brien 
Chair 
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MINUTES OF PROCEEDINGS 


Thursday, June 8, 2000 
(Meeting No. 41) 


Bee Standing Committee on National Defence and Veterans Affairs met in camera at 
:10 a.m. this day, in Room 371, West Block, the Acting Chair, John O'Reilly, presiding. 


Members of the Committee present: Robert Bertrand, Gordon Earle, Jim Hart, René 


vous Judi Longfield, John O'Reilly, Janko Peric, David Pratt, George Proud and Bob 
ood. 


In attendance: From the Library of Parliament: Wolf Koerner and Corinne McDonald, 
Research Officers. 


Pursuant to Standing Order 108(2), the Committee resumed consideration of its study 
on Contracting and Procurement Policy. 


It was agreed, — That the Chair be allowed to make all the editorial changes necessary 
to reflect the amendments proposed to the text of the Draft Report. 


It was agreed, — That the Committee do request a Government Response to the 
Report, pursuant to Standing Order 109. 


It was agreed, — That the Chair be allowed to table the Report in the House, as soon 
as the editorial changes are incorporated to the text of the Report. 


It was agreed, — That the Report, as amended, be approved by the Committee. 


At 10:37 a.m., the Committee adjourned to the call of the Chair. 


Eugene Morawski 
Clerk of the Committee 
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